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This practice is in conformance with 
provisions of 9904.418–50(e)(2)(ii). 

(f) Business Unit F has an indirect 
cost pool containing a significant 
amount of material-related costs. The 
contractor allocates these costs be-
tween his machining overhead cost 
pool and his assembly overhead cost 
pool. The business unit finds it imprac-
tical to use an allocation measure 
based on either consumption or output. 
The business unit selects a dollars of 
material-issued base which varies in 
proportion to the services rendered. 
The dollars of material-issued base is a 
surrogate base which conforms to the 
provisions of 9904.418–50(e)(3). 

(g) Business Unit G has a machining 
activity for which it develops a sepa-
rate overhead rate, using direct labor 
cost as the allocation base. The ma-
chining activity occasionally does sig-
nificant amounts of work for other ac-
tivities of the business unit. The labor 
used in doing the work for other activi-
ties is of the same nature as that used 
for contract work. However, the ma-
chining labor for other activities is not 
included in the base used to allocate 
the overhead costs of the machining 
activity. This practice is not in con-
formance with 9904.418–50(d)(2). Unit G 
must include the cost of labor doing 
work for the other activities in the al-
location base for the machining activ-
ity indirect cost pool. 

(h) Business Unit H accounts for the 
costs of company aircraft in a separate 
homogeneous indirect cost pool and al-
locates the cost to benefiting cost ob-
jectives using flight hours. Unit H pro-
rates the cost of a single flight between 
benefiting cost objectives whenever si-
multaneous services have been ren-
dered. Manager of Contract 2 learns of 
the trip and goes along with Manager 
of Contract 1. Unit H prorates the cost 
of the trip between Contract 1 and Con-
tract 2. This practice is in conformance 
with the provision of 9904.418–50(e)(5). 

(i) During a cost accounting period, 
Business Unit I allocates the cost of its 
flight services indirect cost pool to 
other indirect cost pools and final cost 
objectives using a preestablished rate. 
The preestablished rate is based on an 
estimate of the actual costs and activ-
ity for the cost accounting period. For 
the cost accounting period, Unit I es-

tablishes a rate of $200 per hour for use 
of the flight services activity. In 
March, the contractor’s operating envi-
ronment changes significantly; the 
contractor now expects a significant 
increase in the cost of this activity 
during the remainder of the year. Unit 
I estimates the rate for the entire cost 
accounting period to be $240 an hour. 
Pursuant to the provisions of 9904.418– 
50(g)(4), the Business Unit may revise 
its rate to the expected $240 an hour. If 
the accumulated variances are signifi-
cant, the business unit must also ad-
just the costs previously allocated to 
reflect the revised rates. 

9904.418–61 Interpretation. [Reserved] 

9904.418–62 Exemptions. 
This Standard shall not apply to con-

tracts and grants with state, local, and 
Federally recognized Indian tribal gov-
ernments. 

9904.418–63 Effective date. 
This Standard is effective as of April 

17, 1992. Contractors with prior CAS- 
covered contracts with full coverage 
shall continue this Standard’s applica-
bility upon receipt of a contract to 
which this Standard is applicable. For 
contractors with no previous contracts 
subject to this Standard, this Standard 
shall be applied beginning with the 
contractor’s second full fiscal year be-
ginning after the receipt of a contract 
to which this Standard is applicable. 

9904.420 Accounting for independent 
research and development costs 
and bid and proposal costs. 

9904.420–10 [Reserved] 

9904.420–20 Purpose. 
The purpose of this Cost Accounting 

Standard is to provide criteria for the 
accumulation of independent research 
and development costs and bid and pro-
posal costs and for the allocation of 
such costs to cost objectives based on 
the beneficial or causal relationship 
between such costs and cost objectives. 
Consistent application of these criteria 
will improve cost allocation. 

9904.420–30 Definitions. 
(a) The following are definitions of 

terms which are prominent in this 
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Standard. Other terms defined else-
where in this Chapter 99 shall have the 
meanings ascribed to them in those 
definitions unless paragraph (b) of this 
subsection, requires otherwise. 

(1) Allocate means to assign an item 
of cost, or a group of items of cost, to 
one or more cost objectives. This term 
includes both direct assignment of cost 
and the reassignment of a share from 
an indirect cost pool. 

(2) Bid and proposal (B&P) cost means 
the cost incurred in preparing, submit-
ting, or supporting any bid or proposal 
which effort is neither sponsored by a 
grant, nor required in the performance 
of a contract. 

(3) Business unit means any segment 
of an organization, or an entire busi-
ness organization which is not divided 
into segments. 

(4) General and administrative (G&A) 
expense means any management, finan-
cial, and other expenses which is in-
curred by or allocated to a business 
unit and which is for the general man-
agement and administration of the 
business unit as a whole. G&A expense 
does not include those management ex-
penses whose beneficial or causal rela-
tionship to cost objectives can be more 
directly measured by a base other than 
a cost input base representing the total 
activity of a business unit during a 
cost accounting period. 

(5) Home office means an office re-
sponsible for directing or managing 
two or more, but not necessarily all, 
segments of an organization. It typi-
cally establishes policy for, and pro-
vides guidance to the segments in their 
operations. It usually performs man-
agement, supervisory, or administra-
tive functions, and may also perform 
service functions in support of the op-
erations of the various segments. An 
organization which has intermediate 
levels, such as groups, may have sev-
eral home offices which report to a 
common home office. An intermediate 
organization may be both a segment 
and a home office. 

(6) Independent research and develop-
ment means the cost of effort which is 
neither sponsored by a grant, nor re-
quired in the performance of a con-
tract, and which falls within any of the 
following three areas: 

(i) Basic and applied research, 

(ii) Development, and 
(iii) Systems and other concept for-

mulation studies. 
(7) Indirect cost means any cost not 

directly identified with a single final 
cost objective, but identified with two 
or more final cost objectives or with at 
least one intermediate cost objective. 

(8) Segment means one of two or more 
divisions, product departments, plants, 
or other subdivisions of an organiza-
tion reporting directly to a home of-
fice, usually identified with responsi-
bility for profit and/or producing a 
product or service. The term includes 
Government-owned contractor-oper-
ated (GOCO) facilities, and joint ven-
tures and subsidiaries (domestic and 
foreign) in which the organization has 
a majority ownership. The term also 
includes those joint ventures and sub-
sidiaries (domestic and foreign) in 
which the organizations has less than a 
majority of ownership, but over which 
it exercises control. 

(b) The following modifications of 
terms defined elsewhere in this chapter 
99 are applicable to this Standard: 
None. 

9904.420–40 Fundamental require-
ment. 

(a) The basic unit for the identifica-
tion and accumulation of Independent 
Research and Development (IR&D) and 
Bid and Proposal (B&P) costs shall be 
the individual IR&D or B&P project. 

(b) The IR&D and B&P project costs 
shall consist of all allocable costs, ex-
cept business unit general and adminis-
trative expenses. 

(c) The IR&D and B&P cost pools 
consist of all IR&D and B&P project 
costs and other allocable costs, except 
business unit general and administra-
tive expenses. 

(d) The IR&D and B&P cost pools of 
a home office shall be allocated to seg-
ments on the basis of the beneficial or 
causal relationship between the IR&D 
and B&P costs and the segments re-
porting to that home office. 

(e) The IR&D and B&P cost pools of a 
business unit shall be allocated to the 
final cost objectives of that business 
unit on the basis of the beneficial or 
causal relationship between the IR&D 
and B&P costs and the final cost objec-
tives. 
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